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KEY ECONOMIC INDICATORS 


All values in million U.S. $ Exchange Rate 5/30/74 
unless otherwise indicated US$ 1.00 = M$ 2.35 


1972 1973 % cuange 1972/73 
Income, Production, Employment 


GNP at Current Frices 5.61 6.77 

Per Capita GNP, (1973 US$) 487 578 

Agricultural Production Index 109.0 125.4 
(1970 = 100) 

Industrial Production Index 138.7 157.0 
(1968 = 100) 

Employment (000) 3, 560 3,676 

Average Rate Unemployment 7.4 73 


Money and Prices 


Money Supply 1155.53 1589 44 
Public Debt 3080.17 2856.08 
External Debt 597.14 619.10 
Consumer Price Index (1967=100) 107.8 119.1 


Balance of Payments and Trade 


Gold and Foreign Exchange 1028 .76 1267 .74 
Net External Reserves 1245.19 1386 .68* 
Balance of Payments +91 +505 
Gross Exports; f.0.b. 2065.57 3137.1 
Gross Imports, c.i.f. 1931.14 2510.25 
Trade Balance 134.42 626.85 
Value of Major Exports 
Rubber 55242) 1066 .89 
Saw Logs 250.59 419.74 
Sawn Timber 118 .35 237 44 
Palm Oil 153.78 198 .12 
Tin 393.23 381.70 
Petroelum 94.68 114.34 
US Trade Balance with Malaysia -107.8 ~123 91 


Value of major exports to the U.S, ; Total ($339.5), Rubber ($106.7), 
Tin and tin-in-concentrates ($113.8), Palm oil ($20.9), Sawn Timber 
($12.3). 


Value of major imports from U,S,; Total ($215.6), Machinery and transport 
($91.4), Chemicals ($32.4), Manufactured goods ($26.1), Food ($13.7), 
Beverages and tobacco ($14.0). 


* As of November 1973 





SUMMARY 


Malaysia experienced an outstanding economic year in 1973 
with exports spurring almost all sectors to record performances, 
Rubber led the way with a 73 percent jump in export earnings over 
1972; timber overtook tin as the second largest foreign exchange 
earner; tin prices and palm oil prices soared to record levels 
while manufacturing exports moved up 46 percent. 


Inflation materialized as the key economic problem with 
consumer prices rising an average 10.5 percent in sharp reversal 
from the past two decades when prices grew less than one percent 
per annum, GOM battled inflation with subsidies, reduced import 
duties, export controls, and monetary measures, but the results 
were temporary holding actions at best and prices continued to 
soar, 


The energy situation had minimal effect on Malaysia, a net 
exporter of crude oil, but substantial price increases have occured 


for gasoline, fuel oil, and certain other petroleum products, 
Prospects are that Malaysia's petroleum and gas industry will expand 
rapidly during 1974-75. 


For the remainder of 1974 the Malaysian economy should enjoy 
continued expansion, Domestic expenditure, especially private 
investment, should provide the main impetus, although exports can 
be expected to contribute significantly. Inflation remains the 
major domestic problem as evidenced by the 24 percent increase in 
prices in March 1974 over March 1973, 


Favorable economic factors and a stable political environment 
continue as inducements for U.S. investments, A slowdown in the 
influx of electronics companies can be expected as the GOM shifts its 
emphasis to industries engaged in the processing of primary commodi- 
tites such as wood, rubber, oil palm, and petroleum, The best 
opportunities for U.S, exports remain in capital goods and equipment, 





CURRENT ECONOMIC SITUATION AND TRENDS 


1973 -- An Outstanding Year 


Export Sector; The export sector led the Malaysian economy to an 
outstanding year. The main factors contributing to the export boom 
for Malaysia's primary commodities (rubber, timber, tin, and palm 
oil) were upward price movements from strong demand in the industria- 
lized economies, namely the U.S,, Western Europe, and Japan; the 
tight supply situation for certain commodities, and the international 
monetary crises that prevailed during the early part of 1973, For 
the first time since 1969, the terms of trade moved in favor of 
Malaysia, Export prices rose by 37 percent and volume by 10 percent 
while import prices increased by about 17 percent. Proceeds from 
merchandise exports registered an increase of 52 percent over 1972 

or M$2,526 million, 


Rubbercontinues to be the mainstay of the Malaysian economy 
contributing about 40 percent of export earnings and 15 percent of 
the Gross Domestic Product. Gross Export earnings at M$2,396 million 
were the second highest after the Korean War boom year of 1951. The 
leading buyers remained as in previous years -- the U.S., U.K., USSR, 
and China, 


Timber, now the second largest export earner, contributed 22 
percent to the merchandise exports, Timber can be expected to maintain 
this new position over the next several years, To encourage the 
domestic processing of timber, a ban on the export of ten species of 
sawlogs from Peninsular Malaysia was imposed in November 1972, Late in 
1973 Sarawak imposed a 5% export surcharge on sawlogs for the same 
reason, 


Tin export volume declined in 1973 primarily due to the 
depletion of known deposits and the general decline in imports from 
neighbouring producers for smelting and re-export. The uncertainty 
in the international monetary situation led to specualtive trading 
activities in the tin market and prices reached record highs, 


Palm oil has grown from a relatively minor crop in the Malaysian 
economy to become the fourth largest source of export. earnings, 
Malaysia now contributes about two-thirds of the world's export of 
palm oil, Palm oil prices which moved up from M$542 per ton at the 
beginning of the year to M$1,.478 per ton at year end, have been at 
peak levels due to the growing world demand for high protein foodstuffs 
and the relatively poor performance of other oils and fats in the 
world market, 





Physical output; Total physical volume of output was about 
10 percent higher than in 1972, higher than any year since the mid- 
1960's, Employment increased and unemployment at year end stood at 
about 7.3 percent. The growth in output pushed many industrial 
concerns up against the limits of their productive capacity, 
especially acute in the construction industry. Output in the 
agriculture, forestry, and fishing sector rose by 15 percent, more 
than double the growth rate in 1972. Income levels in this sector, 
including incomes of rice cultivators, rubber smallholders and 
estate workers, showed significant improvement, 


Value added in the manufacturing sector increased about 18 
percent; in the construction industry about 17 percent, and declined 
about 5 percent in the mining sector mainly because of a drop in 
the production of tin and a levelling off in the output of petroelum 
from existing wells, Sharp increases also took place in the output 
in the service industries, particularly those in the catering and 
hotel business, 


Private investment; Private sector expenditures rose by 20,3 
percent, almost five times the growth in 1972, and in sharp contrast 


to the previous two years when public expenditure provided the main 
impetus to growth, In physical terms the rate of increase in private 
investment was significantly lower because of higher prices of 
machinery and equipment and the rising cost of construction, 


Public Sector Expenditures: Total public sector expenditures 
rose by 8 percent compared with an increase of 29 percent in 1972, 
The policy was one of moderate expansion in order to avoid adding 
further pressures to the inflationary situation. Excess demand 
called for a m8rked slowdown of public expenditure, although a balance 
had to be maintained to ensure that the momentum already generated in 
economic development was maintained, if not accelerated, 


Personal consumption; Private consumption rose by 18.1 percent 
during 1973, three times the rate of growth in 1972, Inflation 
psychology encouraged a shift towards greater present consumption 
for fear of further price increases, Steep increases in the purchase 
of consumer durables resulted, especially of motor vehicles and of 
household items, Sharp increases in export and domestic prices 
caused significant differences in real consumption among the popula- 
tion, Those enjoying a better standard of living included the rubber 
smallholders, settlers in the land development schemes of the Federal 
Land Development Authority (FELDA) and estate workers, On a national 
average, the income of the rubber smallholders in 1973 was nearly 
double that in 1972, For families in the FELDA schemes, the net 
annual income for an average settler on a rubber scheme doubled to 
about M$ 4,000 in 1973, while earnings of settlers on oil palm 
schemes rose about 30 percent, Salaried workers, wage earners, 





petty hawkers, and the lower urban income group suffered most from 
inflation, 


As temporary relief measure, the GOM in October 1973 approved 
cost-of-living allowances on a graduated scale for employees in the 
public sector earning M$ 500 per month or less, This measure was 
intended to serve as a guide to private industry. During the year 
eighty wage agreements covering about 25,000 workers were concluded 
in the private sector with wage increases averaging between 10 and 
15 percent per annum, 


INFLATION RACES ONWARD AND UPWARD 


Prime Minister Tun Razak has called inflation the number one 
economic problem facing Malaysia, Consumer prices in 1973 rose by 
10.5 percent on the average in sharp reversal from the past two 
decades when prices grew by less than one percent per year, Inflation 
was largely the result of excess aggregate demand brought about 
primarily by the export boom, i.e, "too much money chasing too few 
goods", An increased money supply of about 35 percent was also a 
main contributing factor, Gross exports of goods and services rose 
by nearly M$2,650 million or about 50 percent, These exports account 
for almost one-half of the Gross National Product, 


To a large extent, the problem of inflation was one of sharp 
increases in the prices of food, Average rate of increase of food 
prices accelerated to 24 percent in the second-half of the year, GOM 
acted to moderate the price of foodstuffs through subsidies (rice), 
reduction of import duties (milk, sugar), and export controls (wheat 
and wheat flour, fish meal), but these efforts were frustrated by 
hoarding, speculation, and smuggling, Other tactics in the battle 
against inflation were mainly monetary including the floating of the 
ringgit and measures to restrict credit, encourage savings, hopefully 
to sop up some of the excess liquidity, 


PETROLEUM SITUATION IS FAVORABLE 


Malaysia, a net exporter of petroleum, has an assured supply 
of crude, but the rising world prices have resulted in substantial 
price increases in certain petroleum products since December 1973 
(e.g. premium gasoline from M$2.20 to M$3.10 per gallon). Further 
increases seem likely, Electricity rates have jumped almost two- 
fold due to price increases in fuel oil, 


At present, Esso, Conoco, Mobil, Shell, Aquitaine, Forex, and 
Teiseki are exploring for oil in nine conxession areas, and promising 
strikes were made in 1973, particularly by Esso and Conoco, An 
additional 20 concession areas are to be awarded sometime during 1974. 





Estimates are that Malaysia will be producing about 500,000 barrels 
per day of crude by 1977 compared to the present 100,000 barrels 
per day, GQM has switched to production sharing arrangements which 
agreements provide for recovery of exploration costs and a fair 
return to the oil companies, 


A new national petroleum company (HIKMA) will be set up when 
the required legislation is passed by Parliament, possibly in July 
this year. HIKMA will be a semi-autonomous organization modelled 
to a great extent on the lines of Pertimina, Indonesia's national oil 
corporation, Planning for the new corporation envisages in time the 
establishment of "downstream" industries such as petrochemical and 
fertilizer plants which are already being studied. Large natural gas 
resources have been found off Sarawak, A liquified natural gas (LNG) 
plant costing about M$3,000 million will be built at Bintulu, Sarawak 
and is expected to produce 5,000,000 tons of LNG per year, The total 
output for 20 years will be sold to Japan, 


PROSPECTS THRU_END 1 ARE GOOD 


Exports, Imports and Inflation: Gross exports for January - 
February 1974 totalled M$1,377.4 million, a phenomenal 72.4 percent 
increase over the same period last year, Strong increases were 


recorded by all commodities with rubber being the undisputed leader 
due solely to price increases as the volume of rubber exports 
declined about 12,500 tons from the same period in 1973, The average 
price of rubber exports was M$1.049 per pound in 1974 compared to 
M$0.54 per pound for the same period in 1973, 


Total imports for the first two months rose a significant 67.5 
percent over the same period last year, Imports of machinery and 
transport equipment continue to be the largest items accounting for 
28.8 percent of the total bill, while imports of petroleum and 
petroleum products increased from M$45.1 million in January-February 
1973 to M$86.5 million in 1974, 


The expected slowdown in the export sector for 1974 is not 
taking place in the first-half of the year, although exports have 
dropped somewhat from the peak months at the end of 1973, 


Inflation rockets along as the major domestic economic problem, 
On an annual basis the Consumer Price Index for March 1974 was 24 
percent higher than the index for March 1973, Food headed the list 
with a price increase of 40.7 percent, 


GOM Anti-Inflationary Measures; Prime Minister Tun Razak 
introduced a new package of monetary and fiscal measures to combat 
inflation on April 23, 1974. The package included two-pronged 
monetary actions aimed at (1) raising the cost of funds by increasing 
interest rates thereby encouraging savings and discouraging 
borrowing and (2) limiting bank credit through the introduction of a 





20 percent maximum growth for commercial bank loans and advances, 


The fiscal measures aimed at diverting part of the private 
export earnings to the public treasury, thereby muting the 
inflationary impact of these earnings, Accordingly, the export 
duty structures on rubber, tin, and palm oil were revised upward, 
The new export duties are expected to transfer an additional M$142 
million to the Government during 1974. 


Remainder of 1974; The outlook for the Malaysian economy 
during the remainder of 1974 is one of continuing strength, but 
real growth may be less than in 1973. The impetus for growth may 
be expected to originate from domestic expenditure, particularly 
private investment, Consumer spending will remain high even though 
it is being discouraged through credit restraints and other devices, 
The total physical volume of output in the economy is expected to 
be between 7 to § percent higher than in 1973, Manufacturing and 
construction industries, the two growth leaders in 1973, are 
expected to increase less rapidly in 1974. Export prices are 
expected to remain high, but the prices of imports may increase 
even more rapidly resulting in a less but still favorable balance 
of trade, 


Domestic price inflation will continue as the most significant 
economic problem, Food prices may level off somewhat during the 
latter part of the year but imported goods, manufactured items, and 
labor costs can be expected to increase rapidly during the next six 
months, Taken all together these factors may raise gross national 
product by about 12 percent at market prices, Per capital income 
should reach about M$1,500 which is 8.7 percent higher than 1973. 


IMPLICATIONS FOR THE UNITED STATES 
GOM Investment Policies 


During the period 1971-73 the electronics industries led the 
rapid expansion of the manufacturing sector of the economy, The 
GOM now expects resource based industries processing rubber, wood, 
and petroleum and new export industries such as textiles to grow 
in importance, 


GOM guidelines regarding joint ventures are: (a) in projects 
which cater substantially to the domestic market, the majority 
equity must be locally held (b) in projects which sell mainly to 
export markets, the majority equity may be held by foreign investors; 
(c) for projects in-between the equity holding is open to negotiation, 
Tn addition the GOM policy is to ensure balanced regional growth and 
to encourage new investors to locate in less developed and less 





industrialized areas, This is particularly true for electronics 
plants which are now concentrated in Penang and in the area of 
Kuala Lumpur, Individual states also offer special incentives, in 
some cases, to attract industries that they desire, 


MANUFACTURING AND COVMODITIES PROCESSING LOOK GOOD 


A stable political situation, pragmatic Government investment 
policies, good infrastructure, and competitive wages remain as 
attractive inducements to investors in Malaysia, A national 
election is expected to take place this year, but the political 
makeup of the Government will remain basically unchanged, 


U.S. investment now exceeds US $400 million with heavy 
concentration in electronics and petroleWM exploration, but also 
includes chemicals, pharmaceuticals, electrical products, auto 
assembly, cosmetics, food processing, instruments, tires, and air 
conditioning equipment, More than thirty U.S. electronics 
companies have set up plants in Malaysia, The influx of electronics 
companies which took place during the past three years is expected 
to slowdown and the GOM is now encouraging electronics companies 
to locate in high unemployment rural areas in keeping with its 
policy of bringing labor intensive industries to where the people 
live, The textile industry appears to be on the verge of significant 
growth with spindle capacity expected to double by 1975, Although 
U.S, direct investment may be minor in textiles potential exists 
for machinery sales, Investments in basic commodities processing 
should be given priority attention by the U.S, investor as good 
opportunities exist in wood processing, rubber processing, oil palm 
and petrochemicals, 


PROSPECTS FOR U,S, EXPORTS 


The best prospects for U.S. exports are in equipment sales, 
The depreciation of the U.S, dollar, about 30 percent since 1971, has 
made American exports more competitive, The best opportunities are: 


Timber and wood processing equipment and supplies, 

Land clearance, road building, and construction 
equipment, 

Commercial aircraft, communications and flight control 
equipment, and airport development 

Military equipment and hardware, 

Containerization and cargo handling equipment, port 
development, 

Specialized equipment such as medical equipment and 
telecommunications equipment, 





A 


GQ major force in 
the economy 


The franchise method of distribution is 
a significant part of the nation’s market- 
ing system and sales are expected to 
reach $178 billion in 1974. The Con- 
sumer Goods and Services Division, 
Bureau of Domestic Commerce, has a 
continuing program which collects and 
publishes data on franchising by key 
business sectors. 


Franchising in the Economy, 1972-74 
(1974-542-653/126) at $1.25 each 

[-] Number of establishments 

[] Volume of sales 

[-] Employment in franchising 

(] International operations 

[] Changes in ownership 

[|] Data by key business sectors 


Franchise Opportunities Handbook 
(September 1973) at $2.20 each 
[-] Data on 521 franchise operations 
Description of operations 
Equity capital needed 
Training provided 
[-] Sources of franchising information 
[] Checklist for evaluating a franchise 


U.S. DEPARTMENT OF COMMERCE / Domestic and International Business Administration / Bureau of Domestic Commerce 


ORDER FORM — Please send me ___ copy(ies) of 
[_] Franchising in the Economy, 1972-74 

(Catalog No. C57.502:F84/972-74), at $1.25 each. 
[_] Franchise Opportunities Handbook 

(Catalog No. C57.16:973). Sept. 1973, at $2.20 each. 


= Name 


| enclose $ (check, money order, or Supt. of Documents 
coupons) or charge to my Deposit Account No 
Total Amount $ 


MAIL ORDER FORM 
WITH PAYMENT TO FOR USE OF SUPT. DOCS. 
Enclosed 
To be mailed 
later 
Refund 
Coupon refund 
Postage 


Superintendent of Documents 
U.S. Government Printing Office 
Washington, D.C. 20402 





Address 


or any U.S. Department of 
Commerce District Office 


@ City 7 State Zip code 
MAKE CHECK OR MONEY ORDER PAYABLE TO SUPERINTENDENT OF DOCUMENTS 


To Insure Prompt. Accurate Shipment, Place Correct Address on Mailing Label Below 


U.S. Government Printing Office 
Public Documents Department 
Washington, DC. 20402 


POSTAGE 
AND FEES PAID 


ae U.S. GOVERNMENT 





OFFICIAL BUSINESS 
Street Address 


City, State, and ZIP Code 


PRINTING OFFICE 
375 


Special Fourth Class Rate 
Book 





MANUFACTURERS... 


MARKET SHARE REPORTS 
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